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Ins titu te  p o licy . R eproduction  o f these materials w ith o u t p rio r approval o f the A IC P A  is p roh ib ite d .
1FEDERAL HOME L OAN BANK  BOARD
Regulations re la tin g  to  le v e l  o f  and the method o f  c a lcu la tin g  the minimum amount o f
"regulatory c a p ita l" required fo r a l l  FSLIC-insured in s titu tio n s , have been
adopted in  a F in a l  R ule p u b lish ed  by th e  FHLBB (see th e  9/22/86 Fed. Reg., pp.
33565-88). Under th e  F in a l R ule, in s t i t u t i o n s  in su red  by th e  FSLIC m ust have 6 
percent c a p ita l fo r a l l  l i a b i l i t i e s  over a tra n s itio n  period whose length w i l l  be 
determined by the industry's p r o f ita b i l ity .  The regulation  as o r ig in a lly  proposed 
(see 5/5/86 Fed. Reg., pp. 16550-66) would have a llo w e d  i n s t i t u t i o n s  6 y e a rs  to  
ra is e  th e ir  c a p ita l from 3 percent to  6 percent o f  th e ir  le v e ls  o f  l i a b i l i t i e s  and 
would have provided sp e cia l lower c a p ita l requirements fo r  in s titu tio n s  w ith  le s s  
than $100 m illio n  in  assets. The F in al Rule d e letes the sp ecia l exception. The 
e f f e c t i v e  d a te  o f  th e  r u le  i s  1/1/87. The Board n o tes th a t  t h is  a c t io n  w i l l  
b e tte r  p rotect insured in s titu tio n s , accountholders, and the FSLIC insurance fund 
from in t e r e s t  r a te  r i s k ,  c r e d it  r is k ,  and o th e r  c o n d itio n s  in  the cu rre n t 
f in a n c ia l  environm ent th a t  cou ld  compromise t h r i f t s '  f in a n c ia l  s ta b il i t y .  For 
further inform ation contact John F. Connolly a t  202/377-6455.
TREASURY, DEPARTMENT OF
Regulations c la r ify in g  the term "property" fo r  purposes o f  the w in d fa ll p r o f it  tax
were rece n tly  proposed by the IRS (see the 9/25/86 Fed. Reg., pp. 34095-102). At
the same tim e, the Service withdrew the o r ig in a l proposal on the d e fin itio n  issued 
on 11/10/82. For purposes o f  th e  w in d fa l l  p r o f i t  ta x , ta x a b le  crude o i l  i s  
divided in to  three t ie r s ,  w ith  the ta x  ra te  imposed depending on the t i e r  in  which 
i t  i s  placed. In order to  determine in  determine which t i e r  the o i l  i s  placed, i t  
i s  necessary to  determine from what "property" the o i l  i s  produced. Property-by­
property determ inations are made q u a lify in g  the o i l  as newly discovered o i l ,  heavy 
o i l  or o i l  from a strip p er w e ll. The 1982 regulations provided the general ru le  
fo r  d eterm in in g  "p ro p e rty ,"  b u t e x c e p tio n s  to  th e  r u le  were re se rv e d  fo r  
p u b lic a t io n  a t  a l a t e r  d a te . Under th e  new p ro p o sa l, th e  g e n e ra l d e f in i t io n  i s  
e s s e n tia lly  the same as the 1982 regulations. A ddition ally , the new ru les contain 
exceptions which are s im ila r  to  those provided by the Department o f  Energy, but 
a re  m andatory r a th e r  than p e rm is s iv e . These e x c e p tio n s  in c lu d e  s i tu a t io n s  in  
which DOE recognized m ultiple r ig h ts  to  produce from a s in g le  instrument, such as a 
le a s e  o r deed, o r  m u lt ip le  p r o p e r t ie s  from a s in g le  r ig h t  t o  produce crude o i l .  
Further, the regulations provide th a t the operator o f  a property, rath er than each 
prod ucer, may e l e c t  to  t r e a t  as se p a ra te  p r o p e r t ie s  each se p a ra te  and d i s t i n c t  
producing re serv o ir  su bject to  the same r ig h t to  produce. The tim e and manner o f 
making th e  e le c t io n  i s  s p e c i f ie d  in  th e  p ro p o sa l, a s  w e l l  as th e  n o ta tio n  th a t  
once the e le c tio n  i s  made i t  i s  irrevocable. Comments are requested by 11/11/86. 
For furth er inform ation contact Robert H. Ginsburgh a t 202/566-3297.
SPECIAL: TORT REFORM CONFERENCES ANNOUNCED BY AMERICAN TORT REFO RM ASSOCIATION
A se r ie s  o f  f iv e  region al t o r t  reform conferences w i l l  be conducted by the American
T o rt Reform A s s o c ia t io n  (ATRA) to  h e lp  th o se  w orking fo r  t o r t  reform  a t  th e
s t a t e  le v e l  d evelop  s t r a t e g i e s  fo r  e f f e c t i v e  t o r t  reform  in  1987. C onference 
lo c a t io n s  and d a te s  a re  as fo llo w s :  1) P h ila d e lp h ia , PA, Adam's Mark H o tel, 
10/3/86; 2) S t. L ou is, MO, Omni H otel, 10/8/86; 3) San F ra n c isco , CA, San 
Francisco A irport H ilton, 10/14/86; 4) D allas, TX, Amfac Hotel & Resort, 10/15/86; 
and 5) H ilton Head, SC, Palmetto Dunes Resort, 10/17/86. ATRA, o f  which the AICPA 
i s  a member, has targeted  19 s ta te s  and the D is tr ic t  o f  Columbia fo r to r t  reform 
in  1987. Those s t a t e s  a re  A rizon a, C a l i fo r n ia ,  Texas, G eorgia , I l l i n o i s ,  
Pennsylvania, M ississip p i, Oregon, V irg in ia , North Carolina, Massachusetts, New
2Jersey, Indiana, North Dakota, Kansas, Kentucky, Wisconsin, New Mexico and Ohio. 
ATRA has a lso  issued the L e g is la tiv e  Resource Book, which was prepared by ATRA's 
le g a l  com m ittee and was d esign ed  to  be a com prehensive re so u rce  t o o l  on t o r t  
reform  is s u e s . The book c o n ta in s  s e c t io n s  a d d ressin g  such is s u e s  as j o in t  and 
several l i a b i l i t y ,  comparative negligence, p un itive damages and contingency fees, 
as w e l l  as model b i l l s  and law s en acted  b y C olorad o, M ichigan and W ashington. 
Copies o f the book are a v a ila b le  fo r a charge o f $85.00 from ATRA, 1015 F ifteen th  
S t r e e t ,  N.W., S u ite  802, W ashington, D.C. 20005, 202/347-7474. For more 
inform ation contact S y lv ia  Rowe a t 202/347-7474.
SPECIAL: CONFERENCE REPORT ON TAX  REFORM RELEASED
The Conference Report on H.R. 3838 c la r i f ie s  some provisions o f  the tax  reform
package id e n tifie d  by the Tax D ivision  Executive Committee as o f  p a rtic u la r
concern to  the accounting p r o fe s s io n . The tw o-volum e p u b lic a t io n  c o n ta in s  
s ta tu to r y  language, as w e l l  as th e  co n fere n ce  re p o r t , w ith  d e t a i l s  on: th e  
req uirem en t fo r  c e r t a in  e n tity -o w n e r  year-en d  co n fo rm ity , th e  book income 
preference in  the corporate a lte rn a tiv e  minimum tax , and in d ivid u al m iscellaneous 
item ized deductions.
The S en ate-p assed  v e rs io n  o f  H.R. 3838 re q u ire d  th a t  p a rtn e rs h ip s , S 
corporations and personal se rv ice  corporations conform th e ir  taxable  year to  the 
ta x a b le  y e a r  o f  t h e i r  ow ners. A lthough th e  c o n fe re e s  r e ta in e d  t h i s  p r o v is io n , 
th ey  a ls o  adopted e x c e p tio n s  t o  i t .  The co n fere n ce  agreem ent s t a t e s  t h a t  any 
partnership or S corporation th a t received perm ission to  use a f i s c a l  year (other 
than a year-end th at resu lted  in  a  three-month or le s s  d e fe rra l o f  income) under 
Rev. Proc. 74-33 s h a ll be allow ed to  continue the use o f  such taxable year w ithout 
o b ta in in g  th e ap proval o f  th e  S e c r e ta r y  o f  th e  T reasu ry . F u rth er, under 
procedures e s ta b lis h e d  b y th e  S e c r e ta r y , th e se  e n t i t i e s  may adopt, r e t a in ,  o r  
change to  a ta x a b le  y e a r  i f  th e  use o f  such y e a r  m eets th e  "25% t e s t , "  as 
described in  Rev. Proc. 83-25. The t e s t  i s  i f  25% or more o f  the taxpayer's gross 
rece ip ts  fo r  the 12-month period in  question are recognized in  the la s t  two months 
o f  such p e rio d  and t h i s  req uirem en t has been met fo r  th e  s p e c i f ie d  th r e e  
c o n s e c u tiv e  12-month p e rio d s . A d d it io n a lly , th e  c o n fe re e s  have p e rm itte d  th e  
S e c r e ta r y  to  p r e s c r ib e  o th e r  t e s t s  to  be used t o  e s t a b l is h  th e  e x is te n c e  o f  a 
"b u sin ess purpose." A t th e  re q u e s t o f  th e  IRS, an AICPA ta s k  fo r c e  i s  a s s is t i n g  
in  th e  developm ent o f  p o s s ib le  t e s t s  and r u le s  fo r  th e  d e te rm in a tio n  o f  a 
"business purpose."
The conference agreement a lso  provides th at the book income preference fo r 
the corporate a lte rn a tiv e  minimum tax  only be used fo r taxable years 1987, 1988 
and 1989. For taxable years beginning a fte r  12/31/89, the preference item  i s  to  
be based on current earnings. AICPA Tax D ivision  discussions w ith  the House and 
Senate c o n fe re e s  prompted in c lu s io n  o f  a p r o v is io n  re q u ir in g  th e  T re asu ry  
Department to  stu d y and t o  r e p o rt  re g a rd in g  th e  book income and ea rn in g s and 
p r o f its  provisions including refinem ents which may be appropriate. The study i s  to  
be submitted to  the House Ways and Means and Senate Finance Committees by 1/1/89.
The conference agreement allow s in d ivid u al m iscellaneous item ized deductions 
to  th e  e x te n t th a t  th e  expenses, in  th e  a g g re g a te , exceed  tw o p e rc e n t o f  th e 
taxpayer's adjusted gross income.
The House o f  R e p re se n ta tiv e s  gave f i n a l  ap p ro val t o  th e  co n fere n ce  re p o rt  
9/25/86 by a vote o f 292 to  136. The Senate i s  expected to  approve the conference 
report.
3SPECIAL: L IAB IL IT Y  INSURANCE B ILL  PASSES HOUSE
CPAs would have another option in  obtaining l i a b i l i t y  insurance coverage under
le g is la t io n  passed by the House o f  R e p re se n ta tiv e s  9/23/86.  The m easure, H.R.
5225, i s  s im i la r  to  S. 2129 passed  by th e  Senate in  J u ly  (see th e  7/28/86 Wash. 
Rpt.). Both b i l l s  expand coverage o f  the Product L ia b i l i t y  Risk Retention Act o f 
1981 to  a llow  p rofession als, lo c a l governments, businesses and others to  obtain 
l i a b i l i t y  insurance by forming th e ir  own r is k  reten tion  or purchasing group. (The 
1981 Act preempts ce rta in  s ta te  laws and regulations to  allow , on an in te rs ta te  
group b a s is ,  fo r  p rod uct l i a b i l i t y  r is k s ,  th e  purchase o f  in su ran ce and the 
e sta b lish m e n t o f  s e lf - in s u r a n c e  coverage.) H.R. 5225 would re q u ire  th a t  r i s k  
reten tion  and purchasing groups be composed o f  in d ivid u als in  s im ila r  situ ation s. 
(For exam ple, CPAs cou ld  n ot form groups w ith  en g in eers.)  Once c h a rte re d  in  a 
s t a t e ,  th e  group would not have to  be c h a rte re d  in  o th e r  s t a t e s  in  o rd er to  
operate in  those sta te s . However, insurance regulators in  non-chartering s ta te s  
would be a u th o rize d  to  a s s e s s  th e  f in a n c ia l  c o n d itio n  o f  a group and to  a c t  i f  
f a l s e ,  d e c e p tiv e  o r fra u d u le n t a c ts  o r p r a c t ic e s  w ere b e in g  conductd. In 
a d d itio n , H.R. 5225 re q u ire s  th e  S e c r e ta r y  o f  Commerce to  subm it re p o rts  to  the 
Congress in  1987 and 1989 regarding implementation o f  the law. The reports are to  
address such issues as whether the law helps resolve the insurance a v a ila b i l ity  
c r is i s  and whether “the p ublic is  protected from unsound fin a n c ia l p ra ctice s  and 
other commercial abuses involving r is k  r e te n t io n  groups and p u rch asin g  groups." 
Both b i l l s  p roh ib it coverage fo r  personal r is k  insurance and workers compensation 
insurance. D ifferences between the two b i l l s  must be resolved by House and Senate 
members before the measure can be sent to  President Reagan fo r enactment in to  law.
For further information contact Shirley Hodgson or Joseph Petito at 202/872-8190.
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